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To:  Mr Mark Watertield .
cc.  Mr lamn Hacking o~ Cy/ﬁ E'\C’“

From: Daan Delen

Date: 9 Febnuary 1994

Enclosed please find the detailes strategy document produced as a result ofg
Colombia on 19-21 January.

VISIT OBJECTIVES
1. To review the performance of all BAT Group brands and prepare a recommendation on -
which brands shoulc receive priority in the unified portfolio.
2. To review the mix of each specific brand and recommend strategies to maximise their -~
potential in Colombia. /

KEY PORTFOLIOQ ISSUES In summary the key issues facing BAT in Colombia identified as 2
result of my visit were: /

1. BAT has no brands which sell at price pariry to MARLBORO.

2. Four brands (KENT. KOOL. LSF and HOLLYWGD) received communications support -
in 1994, Resources need to be concentrated. *

3. BELMONT and HOLLYWOOD sell at a similar price and have a similar image. The long
term viability of twa brands with a similar positioning in BAT's portfolio must be
questioned.

4. The launch of MUSTANG Extra Suave poses a significant competitive threat to
BELMONT in the medium to long term. v

KEY RECOMMENDATIONS. In summary the key recommendarions for each brand are as
follows:

,/LQCKY STRIKE: BAT' long term strategic priority. Withdraw immediately and relaunch /
in Q1'95 at price parity with the new mix currently under development. .~ -

+ KENT: Withdraw support and test the "Pure Taste” concept at current and full revenue price
levels. SpReMentr T - // '

? “ai %, ¢KOOL: Continue communications support in the short term using the present materials and

JWReet  test the campaign being developed by TISA. . woauz e -

BELMONT: Key drive brand. Look for rapid and proactive ways 10 resolve the trademark
issue so that the brand can be given communications support. i
vHOLLYWOQD: Explore methods of differentiating its positioning from BELMONT. Test /
the new Intemational campaign and adjust the price position if necessary.
CAPRI/ PREMTUM / MINISTER: Manage to maximise revenue and volume without ~
communications support.
. k4
1 trust the attached report with its more detailed analysis and recommendations is of value when

determining strategies to maximise BAT's commercial performance in this opportunity market. =

regards,

e
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This documnent analyses the BAT brand portfolio in Colombia and recommends strategies to maximise

SECRET

MANAGING THE BAT GROUP BRAND PORTFOLIO IN COLOMBIA

their potential.

ACKGROUND /KEY ISSUES:

BAT Co will take over the management of the all BAT Group brands in Colombia on 1 April
1694,

The import segment (DP and DNP) has shown significant growt om 33.9% of the total market
in 1991 to an estimated 37.1% in 1994 (appendix 1). BAT's totai volume has grown very rapidly
from 1560mn in 1988 10 4.015mn in 1993.

Shipment Volume (Mns) 1989 1990 1990 1 1992 | 1993
B&W KOOoL ? 109 | 158 200 /
KENT 13 80 68 | 109 109 .
LUCKY STRIKE L9 14~
CAPRI . 4 IR ¢ 6,
BATCo  BELMONT 1 1321 17%0 1795 ! 2546 3305,
PREMIUM 0 | % 109 ~ .-
Souza Craz  HOLLYWOOD pali 179 198 | s 205 »
MINISTER 73 103 67~
TOTAL 1560 2150 2292 i 3260 4015 ,
Shipment_Shares (%) 1989 1990 1991+ 1992 1993
B&W KOOL 03 03 |, 06 0.7 /
KENT 0.1 03 02 | 04 0.4
LUCKY STRIKE Eoog .
BATCo  BELMONT 49 6.4 63 | 9l 1.9
PREMIUM 0.2 l 0.3 0.4
Souza Cniz * HOLLYWOOD 08 0.6 07 ! o3 0.7
MINISTER 03 i 04 0.2
TOTAL 58 77 80  ALe\ d4.4)
g

The volume and share budgets for all brands appear realistic given the historical performance and
proposed activities for the brand (appendix 2). The budget for BELMONT appears conservative
given the brands historical performance while the large increase in sales of MINISTER comes as a
result of the brand’s price reduction from USS 7.90 to $6.52 / mille in January 1994 (appendix 3).

The majority of BAT sales are DNP. Small quantities of HOLLYWOOD, LSF, KENT and -
KOOL are currently being imported and supported with advertising.. The ownership of the
BELMONT trademark in Colombia is under dispute. Obtaining the rights to this trademark so as
to be abie to overtly marker this product is the key issue facing BAT in Colombia.

Because the majority of sales are DNP, overall profitability of the market is good. The BAT Co
brands generated a PBIT of £7.6mn in 1993, B&W brands generated £0.6mn while Souza Cruz
broke even.

The strength of the BAT portfolio lies in the medium and low price categories. None of BAT's
brands compete at price parity to Mariboro in the full revenue segment (appendix 3). BAT offers
the distributors in Colombta 2 significantly higher margin than Maribora. This incentivates the
trade but it also indicates that consumer demand and the brands' vaitie is much iower than
competitive brands. Based upon this measure KOOL and BELMONT are the brands with the
strongest consumer demand (pull rather than push). ~
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Significar: product quality problems have bezn and continue to be reported by the trade
(principails cigarette spotting) In January 1994 spotting problems were detected for LSF.
Indicatiors from the trade were tha: HOLLYWOOD had similar problems in the past but that this
had now =een rectified. Slow rotaticn appears to be the principal cause.

The American Tobacco Company is sill shipping in significant quantities of Lucky Strike Plain
into Colombia. This is perceived 1o de different to the B&W version and specifically requested by
consumers ("Cinco Letras” meaning “Five Letters” ie. "LS / MFT")

According 10 GCS darta corroborazed with in-market observation, the current positioning of each
brand in Colombia is as follows:

LUCKY STRIKE: The brand appears to have a fairly good image (niche) and profile (young
and masculine). It is seen as being of lower quality than Marfboro and the other USIBs. The
brand has a refatively large concentration of smokers among university students. Offtake has
been slow and is hampered by a peor historical image (LSF plain cigarettes were used to smoke
cannabis). The brand sells at price index 86 to Mariboro. The brand has historically received
both ATL and BTL suppor using the "Biker" campaign.

KENT. The brand image and proidle is-feminine and older. It is perceived as being a high
quality. ighter cigarette. The current price position is below Marlboro (index 93).

KOOL: The brand dominates the small Menthol segment in Colombia. It seiis to both men and
women with a mid to high SE profiie. The image of the brand is very good despite the fact that
historically mentholated cigarettes nave attracted negative rumours (male impotence). The
brand sells at price index 93 vs Marlboro. There is heavy brand switching between
MARLBORO and KOOL indicaring that the brand has a huigh pommal to attract MARLBORO
smokers.

BELMONT: The brand sells larg=iv gffils mild/smooth product proposition. It is smoked by
both males and females of middle 10 low SE glasses. It currently seils at price index 43 versus
MARLBORO. The brand is very stonpsinfhe North of the country and weaker in Bogota and
the South. BELMONT has never recerved any form of communications support. The
BELMONT mild/smooth proposition has been copied by MUSTANG Extra Suave with some
success. The pack colours are similar and the brand is receiving significant communications
support. It sells well in Bogota and the South where BELMONT (and all DNP producxs) are
weak (appendix 3).

HOLLYWOOD: The brand sells on a VFM plattform as a full-flavour cigarernte of American
origin. It sells to both males and femnales of middle to low SE classes. The brand sells at a
similar RSP to BELMONT which is price index 43 versus MARLBORO.

MINISTER: This brand sells at the floor price in the market. This is opportunist volume in a
price sexnsitive market as no loyalty or brand vaiue is or can be created at this price level.

CAPRI and PREMTUM: Both hese brands sell in and dominate their respective niches. The
slims niche is small and stagnant while the aromatic segment is increasing rapidly. PREMIUM
sells off the perceived added vaiue of its aroma to low SE classes. It receives no suppon
althoug? the USP in effect adver:ises itseif.

ps916820S



RECOMMENDATIONS LUCKY STRIKZ should be BAT's number one long-term full-revenue
prionity in Colombia It should bs re-launcheZ in 1995 at price panty to Marlboro with the new
communications package and withzrawn in the interim. It is recommended that KOOL be designated
the priority USIB in {994.

BELMONT should be viewed as BAT(Colombia)'s and the Andean region's priority drive brand in
the low/mid price segment. It has a very strong position in the market and a lot of potential for
growth. The competitive threat from MUSTANG Extra Suave needs to be countered as soon as
possible. The positioning of BELMONT and HOLL YWOOD (similar price position and image cues)
will need to be distarced to avoic head on competition and develop a single coherent brand portfolio.

HOLLYWQOOD should be desigrated as BAT's VFM brand in Colombia. The brand should be given
tactical (POS, sampling, trade incentives, etc) support in the short term. The new Intemnational
campaign created by Souza Cruz should be tested and the level of switching between HOLLYWOOD
and BELMONT should be closely monitored. Should this analysis indicate that there is a significant
level of interaction berween the brands, the pessibility of reducmg the price of HOLLYWOOD should
be investigated (to = $7 00/mille).

In 1994 the recommended expenditure split would be (KOOL - 20%. BELMONT - 60% and
HOLLYWOOD - 20%). T

The specific recommendations for sach brand are as follows:

LUCKY STRIKE:

o LSF is BAT Industries’ No | prioritv International Brand and should remain the priority
brand in the long term. lts current price position (index 86 vs Marlboro) appeals to
consumers of a lower SE class than Marlboro. Its weak image attributes mean that it cannot
sustain price parity. The continued presence of the brand on the market undermines BAT's
ability to re-launch the brand effectively in the future. It is therefore recommended that the
brand be withdrawn from Colombia immediately (1994 volume 11 mn). A programme to
remove all POP and support materials should be implemented.

» The relaunch of LSF shouid be considered in 1995. To relaunch the brand effectively a
completely new brand package is required to convince the target consumer that the ‘new’
LUCKY STRIKE is 2 completely different proposition to that currently marketed. At present
development work on a new campaign and improved packaging and product is underway.
Once the new package is available is should be tested prior to the relaunch.

» Pre-launch Brand Suppor: - Given the opporturnities afforded by Schwantz’s win, support of

" the TLSS International sponsorship should be considzred prior to the re-launch. A campaign
tc build brand awareness using Team LUCKY STRIKE Suzuki creative materials may be
appropriate. The possxbl) of placing TLSS materials on TV in co—opemnon with local Suzuki
distributors during prime time should be investigated.

Action: - BAT(Colombia) to implement plan to retrieve all POP and communications
- support matenals.
- BAT(Colombia) to plan TOT with new packagmg. product and campaign in
Q4-1994,
- BAT(Colombia) to investigate the possibility of placing TLSS materials on TV
in conjunction with the Suzuki distributor.

c6916850G
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The current efforts to rejuvenate the brand image should be continued. The "Musica Fresca
KOOL" programme which is placed on TV during prime time has gained significant awareness
for the brand

The need and potential for a new ATL campaign (A'V and print) which integrates the
freshness L SP with imagery should be investigated in Q2-1994 The creative being developed
by TISA(Panama) should be pre-tested and if appropriate a joint production may be
considered.

Action - BAT(Colombia) to consider and prepare a recommendation on the ne=d for
new ATL materials by Q2-1994.
- BAT(Colombia) to pre-test the copy proposed by TISA.

KENT

The possibility of dropping the delivery of the KENT parent to 12/1.2mg should be

" investigated with the Brand Owners. This would further strengthen the brand's Light

positioning and image among consumers.

A brand/price trade-off study to predict the effect of placing KENT at full-revenue pricing
should be commissioned. The current price positioning is not in-line with the international
strategy.

Once the "Pure Taste™ campaign has been compieted (Q2-1994), it is recommended that -
BAT(Colombia) test the entire package to gauge its potential. All current support sheuld be
stopped in the interim.

Once the Superlights variant has been developed and launched in the Asia-Pacific region it
may be considered as a line extension in 1995 or 1996

Action: - USIBG to propose a reduction in the deliveries to B&W by end Feb19594.
« BAT(Colombia) to immediately withdraw communications support in 1994,
- USIBG to despatch "Pure Taste™ campaign to BAT(Colombia) for testing by
end Q2-1994.
- USIBG to prepare a research proposal 1o conduct the brand/price trade-off '
study by 30.2.94.

BELMONT: _
o The trademark ownership issue needs to be addressed quickly and pro-actively. The

competitive threa posed by MUSTANG Extra Suave increases with time (appendix 3). An
attempt to legally import and advertise BELMONT should be considered.

Upon resolution of the trademark issue significant support should be afforded to the brand.
The objective would be to firmly establish ownership of the Extra Suave segment and increase
sales in the Bogota and Southern regions. The current communications materials from
Venezuela should be tested to measure their effectiveness in Colombia by end April 1954,

Agtion: - BAT(Colombia) to consider and propase a more pro-active strategy on the
trademark ownership issue by end March 1994,
- BAT(Colomtia) to test the current BELMONT campaign from Venezuela by
end April 1994 —

9¢9168¢0§



HOLLYWOOD:

» This brand should be positioned as BATs VFM brand in Colombia. HOLLYWOOD and
BELMONT currentiy sell at a similar price position with similar imagery. The main point of
difference betweer the two brands currently is the product positioning (FF vs Mild). It is
therefore recommended that the level of interaction between BELMONT and HOLLYWOQOD
be monitored and minimised. The new International campaign created by Souza Cruz should
be tested and the level of switching between the brands accurately measured (1994 GCS
sample boost) Should this analysis indicate that there is a significant level of interaction
berween the brands the possibility of reducing the price of HOLLYWQOOD should be
investigated (to = $7.00/mille)

» The brand should be given tactical support. This should consist of POS, sampling and trade
incentives. Airing of the International sponsorship A/V materials should be considered in-iine
with the Internartional guidelines.

Agtion: - BAT(Colombia) to test the new International campaign in Q2-1994.
- BAT(Colombia) to review brand switching berween HOLLYWOOD and
BELMONT and prepare a2 recommendation on the ideal price position by end
Q3-1994.

CAPRI
e A cost-benefit analysis of keeping the brand on the market should be performed. Dependant
upon the results the brand should be withdrawn.

Action: - BAT(Colombia) to propose a pian for rationalisation of the brand by end Apri
1994. USIBG to obtain endorsement from B&W by end May 1994.

PREMTUM and STER

» These brands should be managed 1o maximise revenue and volume. No communications
support should be given. The proposed packaging modemisation for MINISTER should be
implemented.

Action: - BAT(Colombis) to solicit revised pack design and implement changeover as
soon as feasible.

GENERAL: In addition to the above brand specific items the following general corporate
recommendations should be considered.

w pric; / BELMONT contingency: A significant trend towards USIBs has
developed in Colombia. Many international competitors (principally JTI and RJR) are shipping in
fow priced International brands. In addition should BAT lose the right to market BELMONT in
Colombia emaxxve brand needs to be marketed at this price position. The BAT Group should
develop€ontingency plars to meet these competitive threats. It is recommended that the Viceroy
and/of Pall Mall (FF and Lights) be prepared for the purpose using the mix (and product?)
devel »-80uza Cruz in Brazil.

Actiolr—BAT(Colombia) to prepare contingency plans by end 1994,

Product Ouality: A system of continual product quality monitoring should be implemented. In
line with other export markets, BAT{Colombia) should implement PQRS monitoring. Given the
limited infrastructure in Colombia. the service provided by BAT Co in Southampton should be
utifised.

Action. - BAT(Cciombia) to solicit detaiis from Dr Taj Hirji and implement as soon as

1$9168¢0G



feasibie

American Tobacco Companv' The continued presence of LSF Plain produced by ATCo should
be investigated Given the new International trademark agreement with ATCa no product should
be entering Colombia.

Action: - BAT{(Colombia) and the RBU to investigate source of origin and follow-up with
ATCo. The information should also be seat to the BAT Co Legal Department.

State Express £55: During the month of January significant quantities of SE 555 were
encountered in Bogota and Cartegena. [ was selling at a significant discount to Mariboro (Index
65). The presence of this product effectively undermines IBM plans to create a Blended SESSS
and market it at price parity to Marfboro.

Action: - LA RBU to trace the source of this product to ensure that no further quantities are

sold.
v v 7/
Agency Alignment: The international agency of record for LSF and KENT is GREY. The

business should therefore be transferred as soon as GREY demonstrates its ability to manage the
business effectively. Contacto/BSB is the incumbent./

Action: - BAT(Colombia) to contac: GREY{(Colombia) and assess their abiliry to handie'the”
business.

D. Delen
9.2.94
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2.1

212

2.13

2.2

2.2.1

NDM STRUCTURE TIMETABLE

Responsibility
International Tobacco Overseas Ltd.
Begin process of registenng éapital. establishing Board of ‘PM/MA ‘
Direciors. issutng Powers of Attorney. and converung 2
Board Meeung
Issue the necessary documentation to Baker & Mackenzie in PM
Colombia to establish Colombian branch.
Contact the § other NDM's to establish what information is PM
required from the LX company in order 10 establish 3
branch.
Branches
Priority Ranking :- -
Colombia, Peru, Paraguay, Ecuador, Bolivia
Colombis
Establish minimum required capital. PM
Send necessary d_oq:}nemation for opening a branch to PM
Baker Mackenzie.
Identify/propose additional legal representative, and supply CF
desails to Baker Mackenzie. -
B&W and Souza Cruz closure of operations to take place PM
end 1994. Baker Mackenzie to advise on procedures.
Target for branch to be operational by 14th November, -
based on advice from Baker Mackenze.
Contact PW to request they act as BAT s fiscal supenvisor D
(auditor) as required under Colombian law.
Direct distribution project to be formed which should NP
provide action plan which allows BAT 1o have a direct
distribution system (partial or full). —
Otber Branches
Follow exactly the same procedures as above, with a target ALL

for all branches with the exception of Uruguay to be
operational by the ead of 1994.

Deadline

14/8°94

14/8/64

14/8/94

14/8/94

14/8/94

14/8/94

3111294

14/11/94

14/8/54

3111294

3111294
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Tao:  Mr Mark Waterfiaid
cc.  Mr lain Hacking

From: Daan Delen

Date: 9 February 1994

Colombia on 19-21 January

VISIT OBJECTIVES:
1. To review the performance of all BAT Group brands and prepare a recommendation on o
which brands should recsive priority in the unified portfolio.
2. To review the mix of each specific brand and recommend strategies to maximise their -~
potential in Colombia. v/

KEY PORTFOLIOQ ISSUES In summary the key issues facing BAT in Colombia identified as a
result of my visit were: /

1. BAT has no brands which sell at price pariry to MARLBORO.

2. Four brands (KENT. KOOL. LSF and HOLLYW-0@D) received communications support -
in 1994, Resources need to be concentrated.

3. BELMONT and HOLLYWOOD sell at a similar price and have a similar image. The long
term viability of rwo brands with a simiiar positioning in BAT's portfolioc must be
questioned.

4. The launch of MUSTANG Extra Suave poses a significant competitive threat to
BELMONT in the medium to long term.

KEY RECOMMENDATIONS. In summary the key recommendations for each brand are as
follows:

3 ) (E: BAT's long term strategic priority. Withéraw immediately and relaunch /
in Q1'95 at price parity with the new mix currently under development. .~ -

» KENT: Withdraw support and test the "Pure Taste” concept at current and full revenue price
levels. predwst —— = // :

Z Tari % ¢KOOL: Continue communications support in the short term using the present materials and

V-t test the campaign being developed by TISA. . woma e -
BELMONT: Key drive brand. Look for rapid and proactive ways to resolve the trademark
issue so that the brand can be given communications support. .
HOLLYWOOD: Explore methods of differentiating its positioning from }ELMONTA Tes
the new International campaign and adjust the price position if necessary.
CAPRI/PREMTUM / MINISTER: Manage to maximise revenue and volume without ~
communications support.

I trust the attached report with its more derailed analysis and recommendations is of value when

determining strategies to maximise BAT's commercial performance in this opportunity market. =

regards,

[

0
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This document analyses the BAT brand portfolio in Colombia and recommends strategies to maximise

SECRET

MANAGING THE BAT GRQUP BRAND PORTFOLIO [N COLOMBIA

their potential.

BACKGROUND /KEY ISSUES:

BAT Co will take over the management of the all BAT Group brands in Coiombi: on | April
1994, '

The import segment (DP and DNP) has shown significant growts fom 33.9% of the total market
in 1991 to an estimated 37.1% in 1994 (appendix 1). BAT's totai volume has grown very rapidly
from 1560mn in 1988 1o 4.015mn in 1993.

Shipment Volume (Mns) 1989 1990 1991 1 1992 1 1993
B&AW KooL 7 109 | 158 200 #
KENT 13 20 68 | 109 109 .
LUCKY STRIKE ' 14~
CAPRI 4 I ¢ $,
BATCo  BELMONT 1 1321 1790 1793 1 2546 3308
PREMIUM <0 | 90 109 ~ -
Souza Craz -HOLLYWOOD 221 179 198 | 218 205
MINISTER 73 1103 67 .~
TOTAL 1560 2150 2292 - 3260 4015 ,
Shipment Shares (%) 1989 1990 1991 1992 1993
BawW KOOL 03 04 |, 06 0.7 «
KENT 0.1 03 02 | 04 0.4
LUCKY STRIKE ooy -
BATCo  BELMONT 49 64 63 | 91 19
PREMIUM 0.2 { 03 0.4
Souza Cniz ' HOLLYWOOD o8 0.6 0.7 08 0.7
MINISTER 03 | 04 0.2
TOTAL 58 77 30  AL6) d4.4)
S’ T

The volume and share budgets for all brands appear realistic given the historical performance and
proposed activities for the brand (appendix 2). The budget for BELMONT appears conservative
given the brands historical performance while the large increase in sales of MINISTER comes as a
result of the brand’s price reduction from USS$ 7.90 to $6.52 / mille in January 1994 (appendix 3).

The majority of BAT sales are DNP. Small quantities of HOLLYWOOD, LSF, KENT and '
KOOL are currently being imported and supported with advertising.. The ownership of the
BELMONT trademark in Colombia is under dispute. Obtaining the rights to this trademark so as
10 be able to overtly marker this product is the key issue facing BAT in Colombia.

Because the majority of sales are DNP, overall profitability of the market is goed. The BAT Co
brands generated a PBIT of £7.6mnin 1993, B&W brandg generated £0.6mn while Souza Cruz
broke even.

The strength of the BAT portfolio lies in the medium and low price categories. None of BAT's
brands compete a1 price parity to Mariboro in the full revenue segment (appendix 3). BAT offers
the distributors in Colombta 2 significantly higher margin than Mariboro  This incentivates the
trade but it also indicates trat consumer demand and the brands’ vaitie is much iower than
competitive brands. Based upon this measure KOOL and BELMONT are the brands with the
strongest consumer demand (pull rather than push). -~
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Significar: product quality problems Zave besn and continue to be reported by the trade
(principaily cigarette spotting) In January 1994, spotting problems were detected for LSF
Indications from the trade were tha: HOLLYWOOD had similar probiems in the past but that this
had now -een rectified. Slow rotaticn appears to-be the pnncipal cause.

The American Tobacco Company is siill shipping in significant quantities of Lucky Strike Plain .
into Colombia. This is perceived 10 be different to the B&W versior and specifically requested by
consume:s ("Cinco Letras® meaning “Five Letters® ie. "LS / MFT™)

According 10 GCS data corroborated with in-market observation, the current positioning of each
brand in Colombia is as follows:

LUCKY STRIKE: The brand appears to have a fairly good image (niche) and profile (young
and masculine). It is seen as being of lower quality than Mariboro and the other USIBs. The
brand has a relatively large concentration of smokers among university students. Offtake has
been siow and is hampered by a poor historical image (LSF plain cigarettes were used to smoke
cannabis). The brand sells at price index 86 to Marlboro. The brand has historically received
both ATL and BTL support using the "Biker" campaign.

KENT The brand image and profile is-feminine and older. It is perceived as being 2 high
qualiry. lighter cigarette. The current price position is below Marlboro (index 93). '
KOOL: The brand dominates the small Menthol segment in Colombia. It selis to both men and
women with a mid to high SE prodiie. The image of the brand is very good despite the fact that
historically mentholated cigareties have attracted negative rumours (male impotence). The
brand sells at price index 93 vs Marlboro. There is heavy brand switching between
MARLBORO and KOOL indicaring that the brand has a high potential 1o attract MARLBORO
smokers. '

BELMONT: The brand sells larg=lv gff its ild/smooth product proposition. It is smoked by
both males and females of middle t0 Jow SE ¢lasses. It currently sells at price index 43 versus
MARILBORO. The brand is very stontiahe North of the country and weaker in Bogota and
the South. BELMONT has never received any form of communications support. The
BELMONT mild/smooth proposition has been copied by MUSTANG Extra Suave with some
success. The pack colours are similar and the brand is receiving significant communications
suppart. It sells well in Bogota and the South where BELMONT (and all DNP products) are
weak (appendix 3). :

HOLLYWOOD: The brand sells on a VFM platform as a full-flavour cigarette of American
origin. It sells to both males and females of middle to low SE classes. The brand sells at a
similar RSP 10 BELMONT which is price index 43 versus MARLBORO.

MINISTER: This brand sells at the floor price in the market. This is opportunist volume in a
price sensitive market as no loyalty or brand value is or can be created at this price level.

CAPRI and PREMTUM: Both :hese brands sell in and dominate their respective niches. The
slims niche is small and stagnant vhile the aromatic segment is increasing rapidly PREMIUM
sells of the perceived added vaiue of its aroma to low SE classes. It receives no support
althoug™ the USP in effec: adver:ises itself.
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RECOMMENDATIONS LUCKY STRIKE should be BATs number one long-term full-revenue
priority in Colombia It should be re-launchec in 1995 at price panty to Marlboro with the new
communications package and with3rawn in the interim. It is recommended that KOOL be designated
the priority USIB ir: i994

BELMONT should be viewed as BAT(Colombia)'s and the Andean region's priority drive brand in
the low/mid price segment. It has a very strong position in the market and a lot of potential for
growth. The competitive threat from MUSTANG Extra Suave needs to be countered as soon as
possible. The positioning of BELMONT and HOLLYWOOD (similar price position and image cues)
will need to be distarced to avoid head on competition and develop a singie coherent brand portfolio.

HOLLYWOQOOD should be desigrated as BAT's VFM brand in Colombia. The brand should be given
tactical (POS. sampling, trade incentives, etc) support in the short term. The new International
campaign created by Souza Cruz should be tested and the level of switching between HOLLYWOQOD
and BELMONT should be closely monitored. Should this analysis indicate that there is a significant
level of interaction berween the brands, the pessibility of reducmg the price of HOLLYWOQOD should
be investigated (to = $7 00/mille).

In 1994 the recommended expenditure split would be (KOOL - 20'/-, BELMONT - 80% and
HOLLYWOOD - 20%). !

The specific recommendations for sach brand are as follows:

LUCKY STRIKE:

o LSFis BAT Industries' No | prioritrv [nternational Brand and should remain the priority
brand in the long term. Its current price position (index 86 vs Marlboro) appeals to
consumers of a lower SE class than Marlboro. Iis weak image attributes mean that it cannot
sustain price parity. The continued presence of the brand on the market undermines BAT's
ability to re-launch the brand efectively in the future. It is therefore recommended that the
brand be withdrawn from Coiombia inmediately (1994 volume 11 mn). A programme to
remove all POP and support materials should be implemented.

» The relaunch of LSF should be considered in 1995. To relaunch the brand effectively a
completely new brand package is required to convince the target consumer that the ‘new’
LUCKY STRIKE is a completely differsnt proposition to that currently marketed. At present
development work on a new campaign and improved packaging and product is underway.
Once the new package is available is should be tested prior to the relaunch.

» Pre-laynch Brand Suppor: - Given the opportunities afforded by Schwantz’'s win, support of

" the TLSS Imernational sponsorship should be cozzidered prior to the re-launch. A campaign
tc build brand awareness using Team LUCKY STRIKE Suzuki creative materials may be
appropriate. The possibly of placing TLSS materials on TV in co-operation with local Suzuki
distributors during prime time should be investigated.

Action: - BAT(Colombia) to implement pian to retrieve all POP and communications
- support matenals.
- BAT(Colombia) to plan TOT with new packagmg. product and campaign in
Q4- 1994,
- BAT(Colombia) to investigate the possibility of placing TLSS materials on TV
in conjunction with the Suzuki distributor.
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KOOL:

The current effonts to rejuvenate the brand image should be continued. The "Musica Fresca
KOOL" programme which is piaced on TV during prime time has gained significant awareness
for the brand '

The need and potentiai for a new ATL campaign (AV and print) which integrates the
freshness USP with imagery should be investigated in Q2-1994 The creative being developed
by TISA(Panama) should be pre-tested and if appropriate a joint production may be
considered.

ciion’ - BAT(Colombia) to consider and prepare a recommendation on the nesd for
new ATL matenials by Q2-1994.
- BAT(Colombia) to pre-test the copy proposed by TISA.

KENT

The possibility of dropping the delivery of the KENT parent to 12/1.2mg should be

" investigated with the Brand Owners. This would further strengthen the brand’s Light

positioning and image among consumers.

A brand/price trade-off study to predic: the effect of placing KENT at full-revenue pricing
should be commissioned. The current price positioning is not in-line with the intemational
strategy.

Once the "Pure Taste” campaign has been completed (Q2-1994), it is recommended that
BAT(Colombia) test the entire package to gauge its potential. All current support shouid be
stopped in the interim.

Once the Sugerlights variant has been developed and launched in the Asia-Pacific region it
may be considered as a line extension in 1995 or 1996.

Agtion: - USIBG 1o propose a reduction in the deliveries to B&W by end Feb1994.
+ BAT(Colombia) to immediately withdraw communications support in 1994,
- USIBG to despatch "Pure Taste" campaign to BAT(Colombia) for testing by
end Q2-1994.
- USIBG to prepare a research proposal to conduct the brand/price trade-off '
study by 50.2.94.

BELMONT:

The trademark ownership issue needs to be addressed quickly and pro-actively. The
competitive threat posed by MUSTANG Extra Suave increases with time (appendix 3). An
attempt to legally import and advenise BELMONT should be considered.

Upon resolution of the trademark issue significant support should be afforded to the brand.
The objective would be to firmly establish ownership of the Extra Suave segment and increase
sales in the Bogota and Southern regions. The current communications materials from
Venezuela should be tested to measure their effectiveness in Colombia by end April 1954,

Agiion: - BAT(Colombia) to consider and propose a more pro-active strategy on the
trademark ownership issue by end March 1994,
- BAT(Colomtia) to test the current BELMONT campaign from Venezuela by
end April 1994, ——
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HOLLYWOOD:

« This brand should be positioned as BATs VFM brand in Colombia. HOLLYWOOD and
BELMONT currentiy sell at a simiiar price position with similar imagery. The main point of
difference berween the two brands currently is the product positioning (FF vs Mild). Itis
therefore recommended that the level of interaction between BELMONT and HOLLYWOOD
be monitored and minimised. The new International campaign created by Souza Cruz should
be tested and the level of switching between the brands accurately measured (1994 GCS
sample boost) Should this analvsis indicate that there is a significant level of interaction
between the brands the possibility of reducing the price of HOLLYWOOD should be
investigated (to = §7.00/mille}

« The brand should be given tactical support. This should consist of POS, sampling and trade
incentives. Airing of the International sponsorship A/V materials should be considered in-line
with the Intemational guidelines.

Action. - BAT(Colombia) to test the new International campaign in Q2-1994.
- BAT(Colombia) to review brand switching berween HOLLYWOOD and
BELMONT and prepare a recommendation on the ideal price position by end
Q3-1994.

CAPRI
» A cost-benefit analysis of keeping the brand on the market should be performed. Dependant
upon the results the brand should be withdrawn.

Action: - BAT(Colombia) to propose a pian for rationalisation of the brand by end April
1994 USIBG to obtain endorsement from B&W by end May 1994,

PREMIUM and STER

o These brands shouid be managed 10 maximise revenue and volume. No communications
support should be given. The proposed packaging modemisation for MINISTER shouid be
implemented.

Action: - BAT(Colombia) to solicit revised pack design and implement changeover as
soon as feasible.

GENERAL: In addition to the above brand specific items the following general corporate
recommendations should be considered.

w pric SIB / BELMONT contingency: A significant trend towards USIBs has
developed in Colombia. Many intemational competitors (principally JTI and RJR) are shipping in
low priced Intemnational brands. In addition should BAT lose the right to market BELMONT in
Colombia ermative brand needs 10 be marketed at this price position. The BAT Group should
devdoyé‘n‘n:gfncy plans to meet these competitive threats. It is recommended that the Viceroy
and/of Pall Mall(FF and Lights) be prepared for the purpose using the mix (and product?)
devel v-8ouza Cruz in Brazil.

Actiolr—=BAT(Colombia) to prepare contingency plams by end 1994.

Product Quality: A system of continual produc: quality monitoring should be impiemented. In
Eine with other export markets, BAT(Colombia) should implement PQRS monitoring. Given the
limited infrastructure in Colombia. the service provided by BAT Co in Southampton should be
utilised.

Action. - BAT(Cciombia) to solicit detaiis from Dr Taj Hirji and impiement as soon as
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feasibie

American Tobacco Campany  The continued presence of LSF Plain produced by ATCo should
be investigated Given the new International trademark agreement with ATCo no product should
be entering Colombia.

Action: - BAT{Colombia) and the RBU to investigate source of origin and follow-up with
: ATCo. The information shouid also be sent to the BAT Co Legal Department.

State Express £55: During the month of January significant quantities of SE 555 were
encountered in Bogota and Cartegena. [t was selling at a significant discount to Mariboro (Index
65). The presence of this product effectively undermines IBM plans to create a Blended SESS3
and market it at price parity to Mariboro.

Action: - LA RBU to trace the source of this product to ensure that no further quantities are

sold.
e e v/

Agency Alignment: The international agency of record for LSF and KENT is GREY. The
business shouid therefore be transferred s soon as GREY demonstrates its ability to manage the
business effectively. Contacto/BSB is the incumbent./

Action: - BAT(Colombia) to contacc GREY(Colombia] and assess their ability to handle'the”
business.

D. Delen
9.2.94
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221

NDM STRUCTURE TIMETABLE

International Tobacco Overseas Lid.

Begin process of registering capital. esiablishing Board of
Dureciors. issuing Powers of Attorney, and convenung a
Board Meenung

Issue the necessary documentation to Baker & Mackenzie in
Colombia to establish Colombian branch '

Contact the § other NDM's 1o establish what information is
required from the UK company in order to establish 2
branch.

Branches

Priority Ranking :- -
Colombia, Peru, Paraguay, Ecuador, Bolivia

Colombia
Establish minimum required capital.

Send necessary domhmxation for opening 2 branch to
Baker Mackenze.

Identify/propose additional legal representative, and supply
details to Baker Mackenzie.

B&W and Souza Cruz closure of operations to take place
end 1994. Baker Mackenzie to advise on procedures.

Target for branch to be operational by 14th November,
based on advice from Baker Mackenze.

Contact PW to request they act as BAT's fiscal supervisor
(auditor) as required under Colombian law.

Direct distribution project to be formed which should
provide action plan which allows BAT 10 have a direct
distribution system (partial or full)

Otber Branches
Follow exactly the same procedures as above, with a target

for all branches with the exception of Uruguay 10 be
operational by the ead of 1994

—

Responsibility

PMMA

PM

PM

PM

PM

CF

PM

Deadline

14/8:94

14/8/94

14/8/94

14/8/94

14/8/94

14/8/94

3112594

1471194

14/8/54

311294

3171294

249168605




